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ABSTRACT 

The sweeping changes of welfare reform embodied in the 
Personal Responsibility and Work Opportunity Reconciliation Act of 1996, and 
which created the Child Care and Development Block Grant, raise many 
questions about how states will implement subsidy programs to help an 
increasing number of low-income families meet their child care needs. At the 
request of the U.S. Senate subcommittee on children and families, state 
efforts to expand child care programs in the wake of welfare reform were 
examined. This resulting report details: (1) how much federal and state funds 

states are spending on child care subsidy programs and how they are 
allocating these resources among welfare families, families making the 
transition from welfare to work, and working poor families; (2) how states 
are trying to increase the supply of child care to meet the projected demand 
under welfare reform; and (3) the extent to which states are changing 
standards for child care providers in response to welfare reform. The report 
focuses on the efforts of seven states: California, Connecticut, Louisiana, 
Maryland, Oregon, Texas, and Wisconsin. These states represent a range of 
socioeconomic characteristics, geographic locations, and experiences with 
state welfare reform initiatives. In addition, the report reviews information 
about the child care subsidy programs of all 50 states and the District of 
Columbia contained in the new Child Care Development Fund (CCDF) plans they 
submitted to the Department of Health and Human Services. Appendices present 
scope and methodology, background information on the seven states, key 
elements of these states' child care subsidy programs affecting coverage of 
""ow- income families as of July 1, 1997, comments from the Department of 
health and Human Services, and GAO contacts and staff acknowledgments. (EV) 
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United States 

General Accounting Office 

Washington, D.C. 20548 



Health, Education, and 
Human Services Division 

B-276385 

January 13, 1998 

The Honorable Christopher J. Dodd 
Ranking Minority Member 
Subcommittee on Children and Families 
Committee on Labor and Human Resources 
United States Senate 

Dear Senator Dodd: 

Under welfare reform legislation passed in 1996, many more welfare 
families, including those with very young children, will be expected to 
seek and keep jobs than ever before. The Personal Responsibility and 
Work Opportunity Reconciliation Act of 1996 (P.L. 104-193) made 
sweeping changes to national welfare policy by ending the Aid to Families 
With Dependent Children (afdc) program, under which $19.9 billion in 
payments were made in calendar year 1996 to a monthly caseload of about 
4.6 million families with about 8.7 million children. In its place, the act 
created Temporary Assistance for Needy Families (tanf) block grants, 
which provide federal funds to states to help needy families. To avoid 
financial penalties, states must place 25 percent of adults receiving tanf 
benefits in work and work-related activities in fiscal year 1997. This 
required participation rate rises to 50 percent in fiscal year 2002, 
representing a much more stringent work requirement than existed under 
previous law. 

Recognizing the important role that child care plays in helping families 
support themselves through work, the Congress revised existing child care 
subsidy programs to provide states greater flexibility in developing 
programs that support low-income parents’ work efforts. The new law 
combined four programs with different target populations into one 
program — the Child Care and Development Block Grant (ccdbg) — with a 
single set of eligibility criteria and requirements. 1 Although named ccdbg 
in the legislation, this program is now called the Child Care and 
Development Fund (ccdf). This block grant will make up to about 
$20 billion in federal funds available to the states for child care programs 



1 Three of the four child care programs — (1) AFDC/Job Opportunities and Basic Skills Training 
program (JOBS) child care, which provided child care assistance to welfare families involved in work 
or approved education or job training activities; (2) Transitional Child Care, which provided 1 year of 
child care assistance to families leaving AFDC because of employment; and (3) At-Risk Child Care, 
which assisted low-income working families who were deemed to be at risk of becoming dependent on 
welfare without child care assistance — were repealed. The new law modified the fourth existing child 
care program, the CCDBG, which previously had assisted families with incomes at or below 75 percent 
of the state median income who were working or in approved education and training. 
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between fiscal years 1997 and 2002. These changes are expected to 
increase opportunities for states to support low-income parents’ efforts to 
work by operating child care programs for all eligible families — including 
both welfare and nonwelfare families — through one integrated system 
rather than through severed separate programs. 

The act’s sweeping changes raise many questions about how states will 
implement subsidy programs to help an increasing number of low-income 
families meet their child care needs. To provide information on states’ 
programs, you asked us to determine (1) how much federal and state 
funds states are spending on child care subsidy programs and how they 
are allocating these resources among welfare families, families making the 
transition from welfare to work, and working poor families; (2) how states 
are trying to increase the supply of child care to meet the projected 
demand under welfare reform; and (3) the extent to which states are 
changing standards for child care providers in response to welfare reform. 

To respond to this request, we focused on the efforts of seven 
states — California, Connecticut, Louisiana, Maryland, Oregon, Texas, and 
Wisconsin — to modify their child care subsidy programs under the new 
welfare reform law. These states represent a range of socioeconomic 
characteristics, geographic locations, and experiences with state welfare 
reform initiatives. In addition, we reviewed information about the child 
care subsidy programs of all 50 states and the District of Columbia 
contained in the new ccdf plans they submitted to the Department of 
Health and Human Services (hhs). 2 We performed our work between 
December 1996 and October 1997 in accordance with generally accepted 
government auditing standards. See appendix I for further discussion of 
our methodology. 


Results in Brief 


The seven states we reviewed have used federal and state funding to 
increase overall expenditures on their fiscal year 1997 child care subsidy 
programs, with increases ranging from about 2 percent to 62 percent over 
fiscal year 1996 expenditures. Six of the seven states also reported an 
increase in the number of children served under these programs, although 
detailed data on the extent of this expansion are not available. All seven 
states expected to meet the fiscal year 1997 child care needs of families 
required to work under welfare reform and those of families transitioning 
off welfare. The states vary, however, in the extent to which they will 
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2 For convenience, we count the District of Columbia as one of “51 states” in sections of this report that 
discuss information from the District and the 50 states’ CCDF plans. 
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provide subsidies to nonwelfare, working poor families, and all seven 
states are unable to fund child care for all families meeting the federal 
eligibility criteria who might benefit from such assistance. To allocate 
their limited resources, states are controlling access to their child care 
programs through various state-defined criteria or by the manner in which 
they distribute subsidies to families. The seven states’ ability to meet child 
care needs beyond fiscal year 1997 is unknown and will depend partially 
on future state funding levels for child care as well as changes in demand 
for child care subsidies resulting from welfare reform’s work participation 
requirements. 

To meet the future demand for child care among welfare families required 
to work and to address existing difficulties with finding certain types of 
child care, states have initiated various efforts to expand the supply of 
providers. These efforts include new provider recruitment; fiscal 
incentives for providers and businesses to establish or expand child care 
facilities; and initiatives to increase the use of early childhood 
development and education programs, such as Head Start and 
prekindergarten programs, as partners in child care delivery. For now, the 
seven states report that the supply of child care providers will generally be 
sufficient to meet the needs of welfare parents required to work. However, 
in the future, additional providers may be needed as states comply with 
the work participation requirements of federal welfare reform and 
increasing numbers of welfare families become employed. The seven 
states do not know whether their efforts to expand the supply of providers 
will be s uffi cient to meet the increased demand expected to result from 
welfare reform. 

As state child care subsidy programs expand, some states are making 
incremental changes to strengthen their standards for child care providers. 
For example, Texas plans to increase the minimum number of staff 
required at licensed child care centers between 1997 and 1999. Also, some 
states are conducting criminal background checks on providers generally 
exempt from regulation and licensing to better ensure the health and 
safety of children in this informal type of care. Nonetheless, some child 
care advocates and officials remain concerned that efforts to expand the 
supply of providers will result in larger numbers of children in care of 
unknown quality. The effect of welfare reform on states’ efforts to protect 
children in child care still needs to be assessed. 
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The cost of child care often creates an employment barrier for low-income 
parents attempting to support their families through work. To help 
low-income families meet their child care needs, the Congress authorized 
four child care subsidy programs between 1988 and the passage of the new 
welfare reform legislation. Under three of these programs — afdc/jobs 
Child Care, Transitional Child Care, and At-Risk Child Care — states were 
entitled to receive federal matching funds based on their own 
expenditures. States could receive matching federal funds through an 
open-ended entitlement for afdc/jobs and Transitional Child Care 
expenditures but were limited in the amount of matching federal funds for 
expenditures on At-Risk Child Care. For the fourth program — the 
ccdbg — states received capped federal allocations without state spending 
requirements. Under the previous child care programs, federal and state 
program guidelines determined that afdc clients were entitled to child care 
assistance if they met the necessary work, education, or training 
requirements or left afdc because of employment, while non-AFDC clients 
received child care subsidies if funds were available. Funding from federal 
and state governments for these four child care programs totaled about 
$3.1 billion in fiscal year 1995, the most recent year for which data were 
available. 

Our previous work has suggested that child care subsidies can be an 
important factor in poor mothers’ decisions to find and keep jobs. 3 Yet we 
found that the multiple and conflicting requirements of the four previous 
programs discouraged states from creating systems that gave continuous 
help with child care needs as families’ welfare status changed. In addition, 
in part because of state budget constraints, states often emphasized 
meeting the needs of welfare families, who were entitled to subsidies, 
rather than those of nonwelfare families who, although not entitled to aid, 
were often at risk of losing their jobs and going on welfare because of lack 
of assistance with child care costs. 

The new ccdf provides federal funds to states for child care subsidies for 
families who are working or preparing for work and who have incomes of 
up to 85 percent of a state’s median income, which is an increase from 
75 percent under previous law. This consolidated program with one set of 
eligibility criteria primarily based on income affords greater opportunities 
for a state to operate an integrated child care system. Such a system, often 
called a seamless system, could enable all potentially eligible 
families — welfare clients whose welfare status may change over time as 



3 Child Care: Child Care Subsidies Increase Likelihood That Low-Income Mothers Will Work 
(GAO/HEHS-95-20, Dec. 30, 1994). 
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